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EXECUTIVE SUMMARY

In its initial comments, OPASTCO stated that it is unable to support any of the
four proposals in the Public Notice as they would all impede the continued achievement
of the universal service objectives of the 1996 Act and the FCC in the areas served by
rural ILECs. Like OPASTCO, several commenters observed that all of the proposals are
overly focused on minimizing the size and growth of the federal High-Cost program
without giving adequate consideration to the impact they will have on the provision of
service in high-cost rural service areas.

Like OPASTCO, the vast majority of commenters oppose the use of a block grant
system for the distribution of federal high-cost support. These commenters recognize not
only the dubious legality of such a system, but also the unpredictability, inefficiency, and
administrative burdens such a system would create. The Joint Board should therefore
recommend that the FCC continue to calculate federal high-cost support distributions for
all rural ILECs based on their actual embedded costs.

Many commenters, like OPASTCO, oppose treating rural ILECs and non-rural
carriers the same in the calculation of high-cost support. These commenters
acknowledge the vast market and operational differences between rural ILECs and non-
rural carriers that necessitate the continuation of separate rural and non-rural support
mechanisms. Rural ILECs will necessarily require a greater level of explicit high-cost
funding than their non-rural counterparts to achieve universal service in a particular high-
cost rural area.

In addition, OPASTCO is in agreement with those commenters that recommend

maintaining the existing definition of “rural” for high-cost universal service purposes,
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based on the complete statutory definition of “rural telephone company.” Those
commenters that propose truncating the “rural” definition provide virtually no rationale
for the arbitrary dividing line that they suggest. Just because a carrier qualifies as a “rural
telephone company” does not mean that it automatically qualifies for rural high-cost
support. However, for those larger rural ILECs that receive high-cost support, arbitrarily
classifying them as “non-rural” for universal service purposes could quickly lead to
deterioration in the quality of service to their customers due to insufficient funding.

Numerous commenters, like OPASTCO, urge the Joint Board to recommend that
rural ILECs’ high-cost support payments remain based on their actual embedded costs.
The use of embedded costs creates a direct relationship between rural ILECs’ actual
network investments and the support amounts they receive. This provides rural ILECs
with a reasonable level of certainty that they will be able to achieve full cost recovery and
incents them to prudently invest in their networks.

Conversely, rural ILECs would be far more reluctant to continue investing in their
networks were FLEC estimates to be used as the basis for their support amounts. Clearly,
this would be at odds with the goal of Congress, the FCC, and the Administration to
achieve ubiquitous broadband availability. In addition, the Joint Board should reject the
suggestion that support for all ETCs be based on the forward-looking costs of the “most
efficient” technology for serving an area. This proposal fails to take into consideration
differences in service quality and reliability, ubiquity, the size and nature of the area
being served, and the regulatory obligations imposed on each carrier.

OPASTCO agrees with the many commenters that oppose the use of statewide

costs in the calculation of high-cost support for rural ILECs. The use of statewide costs
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would leave many high-cost rural ILECs ineligible to receive any federal funding as a
result of the unrelated costs of the large, urban based carriers in the state. The Joint
Board should therefore recommend that federal high-cost support for rural ILECs
continue to be calculated using their individual study area average embedded costs.
Like OPASTCO, numerous commenters oppose any type of freeze on rural

ILECs’ per-line support. In particular, a freeze on per-line support upon competitive
entry would have a chilling effect on network investment since carriers would be
uncertain as to whether they will be able to fully recover the costs of those investments.
Furthermore, a freeze on per-line support upon competitive entry would do little to
control the growth in the High-Cost program, since CETCs are generally not “capturing”
rural wireline customers and causing the rural ILEC’s per-line support to spiral upward.

Numerous commenters agree with OPASTCO that support for CETCs in rural
service areas should be based on their own actual costs. The support received by CETCs
under the identical support rule has been the main cause of the recent and ongoing growth
in the rural High-Cost program. Providing different per-line support for ETCs serving an
area does not conflict with the principle of competitive neutrality. This argument fails to
account for the fact that ILECs and CETCs are so differently situated.

As an alternative to basing support for wireless CETCs on their own actual costs,
there is substantial support in the record for exploring the idea of a separate mechanism
that supports the buildout of wireless networks in unserved areas. As with basing
CETCs’ support on their own actual costs, a separate wireless mechanism would provide
far greater accountability for how the support received by wireless CETCs is used than

presently exists.
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INTRODUCTION

The Organization for the Promotion and Advancement of Small
Telecommunications Companies (OPASTCO) hereby submits these reply comments in
response to comments filed on the Federal-State Joint Board on Universal Service’s
(Joint Board) Public Notice, released August 17, 2005.> The Public Notice seeks
comment on four proposals that several Joint Board members and staff have developed to
modify the Federal Communications Commission’s (FCC, Commission) rules relating to
high-cost universal service support.

OPASTCO is a national trade association representing over 560 small incumbent

local exchange carriers (ILECs) serving rural areas of the United States. Its members,

! Federal-State Joint Board on Universal Service Seeks Comment on Proposals to Modify the
Commission’s Rules Relating to High-Cost Universal Service Support, CC Docket No. 96-45, Public
Notice, FCC 05J-1 (rel. Aug. 17, 2005) (Public Notice).
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which include both commercial companies and cooperatives, together serve more than
3.5 million customers. All OPASTCO members are rural telephone companies as
defined in 47 U.S.C. 8§153(37).

In its initial comments, OPASTCO stated that it is unable to support any of the
four proposals in the Public Notice as they would all impede the continued achievement
of the universal service objectives of the Telecommunications Act of 1996 (1996 Act, the
Act) and the Commission in the areas served by rural telephone companies. Like
OPASTCO, several commenters observed that all of the proposals are overly focused on
minimizing the size and growth of the federal High-Cost program without giving
adequate consideration to the impact they will have on the provision of service in high-
cost rural service areas.? In these replies, OPASTCO responds to the comments made
regarding the major components of the proposals in the Public Notice as well as on other
significant issues concerning the High-Cost program for rural ILECs and the basis of
support for competitive eligible telecommunications carriers (CETCSs) in rural service

areas.

2 For example, TDS Telecommunications Corp. (TDS), p. 6 (“The proposals tilt too heavily on constraining
Fund growth, without analyzing whether the proposed measures can be implemented in accordance with
the goal of encouraging widespread access to evolving, reasonably priced telecommunications services.”);
CenturyTel, Inc. (CenturyTel), p. 16 (“Many of the proposals set forth in the Public Notice are disturbing in
that their purpose appears to be solely to reduce the amount of funding provided to support
telecommunications services in rural high-cost areas, without regard to what that means to consumers who
rely on those services.”); ACS of Alaska, Inc., ACS of Fairbanks, Inc., ACS of Northland, Inc. and ACS of
Anchorage, Inc. (ACS), p. 18 (“...the Notice dwells on a host of cramped proposals...that collectively
would sharply reduce the amount of explicit support available to rural carriers. Such ‘reforms’ would be
counterproductive at best to the achievement of the nation’s broadband policy goals.”).
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[1.  THEJOINT BOARD SHOULD RECOMMEND THAT THE FCC
CONTINUE TO CALCULATE FEDERAL HIGH-COST SUPPORT
DISTRIBUTIONSFOR ALL RURAL TELEPHONE COMPANIES
The vast majority of commenters in this proceeding oppose the use of a block

grant system or state allocation mechanism for the distribution of federal high-cost

support.®> These commenters recognize not only the dubious legality of such a system,
but also the unpredictability, inefficiency, and administrative burdens such a system
would create.

Many commenters point out that the distribution of federal high-cost support
through a system of block grants to the states has no legal basis in the 1996 Act. In USTA
v. FCC,* the United States Court of Appeals for the District of Columbia Circuit ruled
that the Commission cannot sub-delegate decision-making authority to outside private or
sovereign entities absent affirmative evidence of Congressional intent to grant such

authority. This decision is clearly applicable to the various block grant / state allocation

mechanism proposals in the Public Notice.

® ACS, pp. 3-4, 22-24; Alaska Telephone Association (ATA), pp. 2-5; Alexicon Telecommunications
Consulting (Alexicon), pp. 2-3, 10-11; Bellsouth, pp. 2-6; Balhoff & Rowe, LLC (Balhoff & Rowe),

pp. 48-52; Centennial Communications Corp. (Centennial), pp. 7-8; CenturyTel, pp. 5, 16; CTIA-The
Wireless Association (CTIA), pp. 13-18; Dobson Cellular Systems, Inc. (Dobson), pp. 12-19; FairPoint
Communications, Inc. (FairPoint), p. 12; Frontier and Citizens ILECs, pp. 9-12; General Communications,
Inc. (GCI), pp. 7-19; Home Telephone Company, Inc. and PBT Telecom (Home and PBT), p. 5; Interstate
Telecom Consulting, Inc. (ITCI), pp. 4-21; Minnesota Independent Coalition (MIC), pp. 2-8; Montana
Independent Telecommunications Systems (MITS), pp. 4-9; National Exchange Carrier Association
(NECA), p. 4; National Telecommunications Cooperative Association (NTCA), pp. 7-11; Rural Cellular
Association and The Alliance of Rural CMRS Carriers (RCA-ARC), p. 18; Sandwich Isles
Communications, Inc., Telalaska, Inc., and Yukon Telephone Company, Inc. (STYu), pp. 5-6; Sprint
Nextel Corporation (Sprint Nextel), pp. 12-15; TCA, Inc.-Telecom Consulting Associates (TCA), pp. 3-4;
TDS, pp. 6-10; Texas Statewide Telephone Cooperative, Inc. (TSTCI), pp. 4-9; United States Telecom
Association (USTelecom), pp. 7-9; Washington Independent Telephone Association, Montana
Telecommunications Association and Monroe Telephone Company (WITA, MTA, and Monroe), pp. 2-3;
Western Telecommunications Alliance and Independent Telephone and Telecommunications Alliance
(WTA and ITTA), pp. 5-21.

4359 F3d 554, 565-68 (D.C. Cir. 2004).
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The 1996 Act is devoid of any language granting the Commission the power to
sub-delegate to the states the authority to determine the amount of federal high-cost
support to be distributed to eligible telecommunications carriers (ETCs). As ITCI states,
“nothing in section 254 gives the Commission any explicit or implicit authority to sub-
delegate to state commissions any decision-making authority over Federal universal
service mechanisms.” Furthermore, in Sections 214(e) and 254(f) of the Act, Congress
assigned to the states very specific roles in the achievement of the statutory universal
service objectives. The fact that neither Sections 254 nor 214 have any mention of states
determining federal high-cost support levels for ETCs makes it clear that this is a
responsibility which Congress intended the FCC to fulfill.

Commenters also discuss how a block grant / state allocation mechanism would
make federal high-cost support levels significantly less predictable. Under a block grant
system, each state would have broad discretion over how to apportion federal support to
the ETCs within their borders. Unlike the existing rural high-cost support mechanism,
states would have the latitude to establish distribution systems that “de-link” the support
rural ILECs receive from the actual costs that they incur. This would create considerable
uncertainty for rural ILECs as to whether they would continue to receive sufficient
support that enables them to fully recover their costs, thereby inhibiting future network
investments. In addition, capital markets would be reluctant to lend money to rural
ILECs if they did not have reasonable assurance that these carriers will be capable of
repaying their loans.

The Oregon Commission, in its defense of a state allocation mechanism, argues

that the Section 254 principle of specific, predictable, and sufficient support mechanisms

*ITCI, pp. 7-8.
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is “addressed to stability for consumers” and not for individual ETCs.® Certainly,
OPASTCO agrees that the Act’s universal service principles are ultimately intended for
the benefit of consumers. However, the Oregon Commission must recognize that
universal service in rural and high-cost areas is achieved by the carriers committed to
providing service throughout those areas — in particular, rural ILECs. And if rural ILECs
are not confident that they will have a stable, sufficient source of funding, then they will
be reluctant to invest in their networks. As a result, rural consumers would no longer
have access to high-quality services that are affordable and reasonably comparable to
those offered in urban areas, as Congress sought to ensure.

Moreover, commenters point out that a centralized federal system for calculating
high-cost support is far better suited to achieve the Congressional mandate of reasonably
comparable services and rates for consumers throughout the nation. The creation of 50
different systems for calculating support could lead to “inconsistency in the services
supported, the levels of support, and ultimately the services available to consumers.”’
This result is antithetical to the objective of maintaining a robust nationwide ubiquitous
telecommunications network.

Finally, commenters note the considerable inefficiency of a system that would
require each state to create and implement its own separate mechanism for distributing
federal high-cost support. They also recognize the additional administrative burdens that

such a system would place on carriers, state commissions, the FCC, and the universal

service administrator. There can be no doubt that this additional layer of bureaucracy

® Public Utility Commission of Oregon (Oregon Commission), pp. 9-10.

" ACS, p. 22. See also, Centennial, p. 7 (“Different states will inevitably apply different criteria — or apply
purportedly nationally-set criteria in different ways — leading to wide diversity among services in different
areas — contrary to the requirements of Section 254.”).
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would undermine the Commission’s efforts to improve the management, administration,

and oversight of the USF.?

OPASTCO therefore urges the Joint Board to recommend that the FCC continue
to calculate federal high-cost support distributions for all rural ILECs, based on their
actual embedded costs. A centralized support mechanism for rural ILECs is lawful,
predictable, and efficient.

1. THE JOINT BOARD SHOULD RECOMMEND THAT THE HIGH-COST
PROGRAM CONTINUE TO BE BIFURCATED BASED ON THE 1996
ACT'SDEFINITION OF “RURAL TELEPHONE COMPANY”

Many commenters, like OPASTCO, oppose treating rural telephone companies
and non-rural carriers the same in the calculation of high-cost support.” These
commenters acknowledge the vast differences between rural telephone companies and
non-rural carriers that necessitate the continuation of separate rural and non-rural support
mechanisms. Indeed, the Rural Task Force (RTF), through its White Paper 2, provided
empirical justification for a distinct High-Cost program for rural telephone companies.
The RTF correctly recognized that “Congress, the FCC and the Joint Board have each
concluded that universal service mechanisms and policies must be flexible in recognition

that market and operational factors associated with Rural Carriers may be substantively

different from those associated with non-Rural Carriers.”™® There have been no changes

® See, Comprehensive Review of Universal Service Fund Management, Administration, and Oversight, WC
Docket No. 05-195, Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Schools and
Libraries Universal Service Support Mechanism, CC Docket No. 02-6, Rural Health Care Support
Mechanism, WC Docket No. 02-60, Lifeline and Link-Up, WC Docket No. 03-109, Changes to the Board
of Directors for the National Exchange Carrier Association, Inc., CC Docket No. 97-21, Notice of
Proposed Rulemaking and Further Notice of Proposed Rulemaking, FCC 05-124 (rel. June 14, 2005).

° FairPoint, pp. 12-15; Home and PBT, pp. 3-4; TCA, p. 7; Alexicon, pp. 11, 15; Balhoff & Rowe, p. 48;
TSTCI, p. 12; National Association of State Utility Consumer Advocates (NASUCA), pp. 18-23;
Regulatory Commission of Alaska (RCA), pp. 12-13.

1% Rural Task Force Recommendation to the Federal-State Joint Board on Universal Service, CC Docket
No. 96-45, 16 FCC Rcd 6165, 6174 (2000).
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in the market and operational characteristics of rural telephone companies to now warrant
identical treatment of rural and non-rural carriers in the calculation of high-cost support.

Those commenters advocating a unified high-cost support mechanism assert that
making no distinction between rural and non-rural carriers in the calculation of support
would avoid unfair discrimination among the carriers serving high-cost rural areas.™
However, this argument fails to consider the study area size and service area
characteristics of these carriers, which are highly relevant determinants of a carrier’s own
ability to provide affordable and reasonably comparable services and rates to the high-
cost regions that they serve.

Rural telephone companies will necessarily require a greater level of explicit
high-cost funding than their non-rural counterparts to achieve universal service in a
particular high-cost rural area. This is because rural carriers are small and mid-size
companies whose service territories are primarily rural and do not include any large, low-
cost metropolitan areas. Contrast this with non-rural carriers who, as NASUCA points
out, are some of the largest corporations in the country with rural territories that are just a
small part of their total operation.*? The size and market characteristics of these non-
rural carriers provide them with the capability to offer affordable and reasonably
comparable services and rates to their rural territories with minimal levels of federal
high-cost support. Even if the non-rural carriers were to receive additional high-cost

funds, it is doubtful that the funding would be properly invested to improve service in

1 For example, Oregon Commission, pp. 11-12; SureWest Communications (SureWest), p. 4; Qwest
Communications International Inc. (Qwest), p. 8; Dobson, p. 10.
2 NASUCA, p. 19.
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their rural territories.”®> On the other hand, absent considerable growth in the size of the
High-Cost program, evenly funding high-cost wire centers of both rural and non-rural
carriers would “result in a significant shortfall of *sufficient” high-cost funding to rural
carriers with catastrophic consequences to the[se] rural consumers...”*

In addition, OPASTCO is in agreement with those commenters that recommend
maintaining the existing definition of “rural” for high-cost universal service purposes,
based on the complete statutory definition of “rural telephone company.”*> Some
commenters have proposed requiring rural telephone companies with more than 100,000
access lines (either within a state or in total) to participate in the non-rural high-cost
support mechanism.*® However, these commenters provide virtually no rationale for
such an arbitrary dividing line.

Under the 1996 Act’s definition of “rural telephone company,” a carrier can
qualify by meeting any one of four criteria. While two of the criteria are based on the
number of access lines served (criteria B and C), the other two are based on the
population or rural nature of the area(s) being served (criteria A and D). The Joint Board

should not seek to override Congress’s decision as to what constitutes a rural carrier by

recommending the elimination and/or alteration of certain criteria.

3 See, WTA and ITTA, p. 15 (“...providing millions of dollars of additional Federal universal service
support to large, multi-billion dollar carriers is not likely to change their investment priorities or
behavior.”). See also, ITCI, p. 15.

Y FairPoint, p. 15. See also, Home and PBT, p. 4 (“Either the size of the funding will explode to provide
support to networks of larger carriers that do not require such funding to maintain affordable average rates
or, if funding does not increase, smaller rural carriers will be left with insufficient funding to maintain
affordable average rates within their rural networks.”)

S NTCA, pp. 13-14; WTA and ITTA, pp. 24-26; USTelecom, pp. 4-5; ICORE, pp. 3-5; FairPoint, pp. 11-
12; ACS, pp. 10-11; Frontier and Citizens ILECs, pp. 7-8.

18 For example, Verizon, pp. 16-18; AT&T, p. 4; Public Service Commission of the State of Missouri
(MoPSC), p. 10; RCA, p. 6; NASUCA, p. 19.
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In any event, simply because a carrier qualifies as a “rural telephone company” in
no way means that it automatically qualifies for high-cost support under the rural high-
cost mechanism. Because the rural mechanism is based on ILECs’ embedded costs, only
those carriers whose costs exceed certain benchmarks qualify for High-Cost Loop
Support (HCLS). Thus, it is impossible for the rural program to be over-inclusive of
larger rural carriers, since to the extent that such carriers have lower per-line costs, this
will reduce the amount of support that they receive, if they receive any at all.

In its earlier comments and reply comments in this proceeding, OPASTCO
provided data demonstrating that rural telephone company study areas with 100,000
access lines or more receive only a small percentage of the total amount of support going
to all rural ILECs.* A review of the Universal Service Administrative Company’s
(USAC) most recent quarterly Fund size projections for 4th quarter 2005 continues to
illustrate this point. Of all the HCLS projected to be received by rural ILECs in 4"
Quarter 2005 ($264.1 million), just 7.2 percent will be received by ILEC study areas with
100,000 access lines or more ($19.0 million).®* Thus, the overwhelming majority of
support for rural ILECs is going to smaller study areas with less than 100,000 access
lines.

Nevertheless, for those larger rural telephone companies that rely on high-cost
support to provide quality, modern services at affordable and reasonably comparable

rates to their customers, arbitrarily classifying them as “non-rural” for universal service

17 OPASTCO comments, CC Docket No. 96-45 (fil. Oct. 15, 2004), p. 5; OPASTCO reply comments, CC
Docket No. 96-45 (fil. Dec. 14, 2004), pp. 4-5.

18 Universal Service Administrative Company, Federal Universal Service Support Mechanisms Fund Size
Projections for the Fourth Quarter 2005 (Aug. 2, 2005), Appendices HC01, HCO5. Interstate Common
Line Support (ICLS) and Interstate Access Support (IAS) are not included in this calculation because the
amount of ICLS or IAS a rural ILEC receives will not change if they are shifted into the non-rural High-
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purposes would most likely provide them with insufficient support. This could quickly
lead to deterioration in the quality of service to the customers in these areas as it is likely
that the carriers would be impeded from making investments in their networks.
Furthermore, the loss of support could place upward pressure on local end-user rates.
Therefore, OPASTCO agrees with USTelecom that truncating the definition of “rural”
for high-cost universal service purposes “would have greater public policy risks than any
minimal benefit that might be obtained through reductions in the number of carriers
supported or the amounts that such carriers receive.”*

The rural High-Cost program has been highly beneficial to the customers of rural
telephone companies, enabling them to receive modern basic and advanced services at
affordable and reasonably comparable rates. It would make no sense, then, for the Joint
Board to recommend that the existing mechanism for rural ILECs be eliminated or that
the definition of “rural” be altered so that fewer rural ILECs are eligible to participate in
the program. Instead, in order to control the growth of the High-Cost program in a
manner that is consistent with the universal service goals of Congress and the FCC, the

Joint Board should focus its attention on reforming the basis of support for CETCs in

rural service areas.

Cost program. This is because the receipt of ICLS and IAS is based on whether a carrier is classified as a
rate-of-return carrier or price cap carrier, not on their status as a rural or non-rural carrier.
¥ USTelecom, p. 4.

OPASTCO Reply Comments 10 CC Docket No. 96-45
October 31, 2005 FCC 05J-1



V. THE JOINT BOARD SHOULD RECOMMEND THAT HIGH-COST
SUPPORT FOR RURAL ILECSCONTINUE TO BE BASED ON THEIR
ACTUAL EMBEDDED COSTS
Numerous commenters, like OPASTCO, urge the Joint Board to recommend that

rural ILECs’ high-cost support payments remain based on their actual embedded costs.?

Commenters correctly point out that it is the direct relationship between rural ILECs’

actual network investments and the support amounts that they receive that enables them

to predict with a reasonable level of certainty that they will be able to achieve full cost
recovery. This has provided rural ILECs with the proper incentives to prudently invest in
their networks so that they can offer the full array of quality, modern services to
customers throughout their service areas.

Conversely, support based on forward-looking economic cost (FLEC) estimates
would bear no relationship to the costs that rural ILECs actually incur. As a result, rural
ILECs would be far more reluctant to continue investing in their networks. In addition,
“[i]f support levels became uncertain and were materially reduced, rural carriers’
financial capital would be depleted just to maintain basic services, and investors would
not make financing available for new advanced services.”®* Clearly, this would be at
odds with the goal of Congress, the FCC, and the Administration to achieve ubiquitous
broadband availability.

A few commenters, mostly wireless carrier interests, suggest that the use of

embedded costs incents carriers to increase their costs and fails to provide incentives to

2 USTelecom, pp. 6-7; WTA and ITTA, p. 20; Balfhoff & Rowe, pp. 36-39; ITCI, p. 20; NECA, pp. 2-3;
ICORE, pp. 5-8; Alexicon, pp. 5, 11; TSTCI, pp. 9-10; Rural Oklahoma Telecommunications Companies
(ROTC), pp. 3-4; Nebraska Rural Independent Companies (Nebraska Companies), p. 8; FairPoint, pp. 11-
12; TDS, pp. 13-14; ACS, pp. 11-16; CenturyTel, pp. 18-19; STYu, p. 3; Home and PBT, pp. 7-8;
BellSouth, pp. 6-8.

21 TDS, p. 5.
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improve efficiency.?? This is an “urban myth [that] is untrue and unsubstantiated with
respect to the vast majority of rural telephone companies.”®® These commenters fail to
recognize that high-cost support, while critical to the achievement of universal service in
many rural service areas, is no carrier’s sole source of cost recovery. Rural telephone
companies operate in a highly competitive environment with threats coming from
wireless carriers, VVoice over Internet Protocol providers, and long distance carrier access
bypass among others. This provides rural ILECs with ample incentive to strive to
improve their efficiency in order to create value for consumers and increase demand for
their service offerings. Furthermore, rural ILECs face scrutiny and oversight from
auditors, regulators, lenders, and shareholders.

The same wireless commenters that criticize the use of embedded costs
recommend that the support of all ETCs eventually be based on the forward-looking costs
of the “most efficient” technology for serving an area.** They seem to suggest that
because wireless carriers may be able to provide service at a lower cost than the ILEC,
that somehow makes them more efficient. What these commenters continually refuse to
acknowledge is the stark contrasts between wireline and wireless service and the
circumstances under which ILECs and CETCs (wireless, in particular) provide service.
As Balhoff & Rowe explain:

...there still continues to be a significant mismatch between ILEC and

wireless or other carrier duties. Most states impose “Carrier of Last

Resort” (COLR) obligations on wireline carriers independent of any high

cost fund support they may receive. While specific requirements vary

from state to state, in general, wireline companies must build and maintain

ubiquitous and very reliable networks. Wireless CETCs, on the other
hand, usually only build networks to serve high value customers or areas,

22 CTIA, pp. 4-5; Centennial, p. 8; RCA-ARC, p. 17; GClI, p. 14.
2 TCl, p. 20.
2 CTIA, pp. 12, 19; Centennial, p. 8; RCA-ARC, pp. 10-11, 16-17; Dobson, pp. 2-8.
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and provide something closer to a “best efforts” level of service. Wireline
carriers are subject to detailed customer service and service quality
requirements; other carriers are subject to none. Wireline carriers are
generally required to provide unlimited local calling, and are subject to
various other retail and wholesale requirements, have extensively
deployed E911, and provide backup power. .... And these difference[s]
will have significant effects on cost.”

Thus, just because a carrier providing service using one technology has higher

costs than a carrier providing service through another technology does not

necessarily make the first carrier or technology less efficient. Such a presumption

fails to take into consideration differences in service quality and reliability,

ubiquity, the size and nature of the area being served, and the regulatory

obligations imposed on each carrier.

The Joint Board should therefore recommend that high-cost support for rural

ILECs continue to be based on their actual embedded costs. The use of any other basis of

support that de-links rural ILECs’ support payments from their embedded costs would

only serve to jeopardize the continued provision of high-quality communications services

— including advanced services — throughout rural service areas.

V. THE JOINT BOARD SHOULD RECOMMEND THAT RURAL ILECS
SUPPORT CONTINUE TO BE CALCULATED USING STUDY AREA
AVERAGE COSTS
Many commenters, like OPASTCO, oppose the use of statewide costs in the

calculation of high-cost support for rural telephone companies.”® Commenters correctly

explain that the use of statewide costs would “unreasonably mask the differences among

127

carriers,” " since the amount of support a rural carrier receives would essentially be

% Balhoff & Rowe, p. 36.

% NASUCA, p. 12; RCA, pp. 7-8; Nebraska Companies, p. 13; ROTC, p. 3; NTCA, pp. 3-7; WTA and
ITTA, p. 13; ITCI, p. 13; TCA, pp. 5-6; TSTCI, pp. 8-9; Home and PBT, pp. 5-6; STYu, p. 5.

2’ NASUCA, p. 12.
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determined by the unrelated costs of the large, urban-based carriers in the state. This
would leave many small and mid-size high-cost rural ILECs ineligible to receive any
federal funding.

Unlike non-rural carriers and large wireless CETCs, rural ILECs do not have
high-density, low-cost metropolitan cores that they can use to offset the high cost of their
sparsely populated rural territories. Thus, using statewide costs in the support calculation
for rural ILECs would prevent the carriers most in need of the support from receiving it.
As aresult, rural ILECs would be hard pressed to continue investing in infrastructure, and
their ability to offer basic and advanced services to their customers at affordable and
reasonably comparable rates would be severely jeopardized.

The RCA is correct when it states that “[t]he concept that each state should be
responsible for the costs within its own boarders [sic] is not necessarily reasonable when
applied to the rural universal service mechanism.”?® The Joint Board should therefore
recommend that federal high-cost support for rural ILECs continue to be calculated using
their individual study area average embedded costs.

VI. THE JOINT BOARD SHOULD NOT RECOMMEND A FREEZE ON
RURAL ILECS PER-LINE SUPPORT

Like OPASTCO, numerous commenters oppose a freeze on rural ILECs’ per-line
support upon competitive entry or any other type of freeze on their support.?
Commenters correctly state that a freeze on per-line support upon competitive entry
would violate the Section 254 principle that support be predictable and sufficient.

Specifically, it would have a chilling effect on network investment since carriers would

% RCA, p. 7.

OPASTCO Reply Comments 14 CC Docket No. 96-45
October 31, 2005 FCC 05J-1



be uncertain as to whether they will be able to fully recover the costs of those
investments. For certain, rural carriers’ efforts to deploy broadband capability to greater
numbers of consumers in high-cost areas would be hampered.

In addition, a per-line freeze on support would be particularly problematic in the
aftermath of a natural disaster, such as a hurricane, where facilities need to be restored.
Also, commenters point out that rural ILECs have carrier-of-last-resort obligations, which
require them to maintain their entire network, regardless of the number of active lines
they are serving at any particular point in time. The few commenters that advocate for a
freeze on per-line support fail to address any of these troublesome outcomes.*® Thus, it is
essential that rural ILECs’ support continue to be based on their total network embedded
costs if consumers in rural service areas are to have access to services and rates that are
reasonably comparable to those offered in urban areas.

Finally, commenters correctly note that freezing rural ILECs’ per-line support
upon competitive entry would do little to control the growth in the High-Cost program.
This is because wireless CETCs are generally not “capturing” rural wireline customers
and causing the rural ILEC’s per-line support to spiral upward. Indeed, the Joint Board
itself previously recognized that much of the growth in the High-Cost program
“represents supported wireless connections that supplement, rather than replace, wireline

service.”! Therefore, if the Joint Board wishes to control the unjustified growth in the

% Maine PUC and Vermont PSB, p. 8; USTelecom, p. 8; NTCA, pp. 11-13; WTA and ITTA, p. 21; WITA,
MTA and Monroe, pp. 3-4; TSTCI, p. 11; TCA, p. 6; ICORE, p. 13; Alexicon, p. 8; ITCI, p. 21; Balhoff &
Rowe, p. 47; FairPoint, pp. 9-10; TDS, pp. 10-11.

% \erizon, pp. 3, 10, 18-19; GClI, p. 16; AT&T, pp. 3-4; Sprint Nextel, p. 8.

%! Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Recommended Decision, 19
FCC Rcd 4257, 4285, 167 (2004).
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rural High-Cost program, it should focus its efforts on reforming the basis of support for

CETCs.

VIl. THE JOINT BOARD SHOULD RECOMMEND THE ABANDONMENT
OF THE IDENTICAL SUPPORT RULE FOR CETCSIN RURAL
SERVICE AREAS
Numerous commenters agree with OPASTCO that support for CETCs in rural

service areas be based on their own actual costs of providing service.*> These

commenters recognize that the support received by CETCs under the identical support
rule has been the main cause of the recent and ongoing growth in the rural High-Cost
program.

Under the identical support rule, CETCs in rural service areas are able to receive
support based on the unrelated costs and investments of the ILEC for every customer that
the CETC serves in its designated territory. This enables CETCs to receive windfall
support amounts that exceed “sufficient” levels, thereby placing an unnecessary burden
on the nation’s ratepayers. In a recent speech, FCC Chairman and Joint Board member
Kevin Martin expressed concern over the identical support rule in rural service areas.*
As ICORE states, “[i]t is totally contrary to the public interest both to provide support to
companies that would not otherwise qualify for such support and to increase the size of
the universal service fund by so doing.”**

A frequent refrain of those commenters that advocate equal per-line support for

all ETCs serving an area is that providing ETCs with different per-line support amounts

2 WTA and ITTA, pp. 19-20; NTCA, pp. 11-13; TSTCI, pp. 9-10; Balhoff & Rowe, pp. 34-36; ITCI,

p. 20; TCA, p. 6; ICORE, pp. 9-13; ROTC, p. 7; Home and PBT, pp. 7-8; FairPoint, pp. 5-7; TDS, pp. 13-
14; STYu, p. 4; NASUCA, p. 30.

% Remarks of FCC Chairman Kevin J. Martin, TELECOM 05 Conference, United States Telecom
Association, Las Vegas, NV (Oct. 26, 2005), p. 4 (“I have also expressed concern about how CETC support
is calculated. For example, even if their costs are lower, they receive support based on your higher costs.”).
¥ ICORE, p. 12.
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based on their own costs would not be competitively neutral.*® However, this argument
fails to account for the fact that ILECs and CETCs are differently situated in terms of
service quality and reliability, ubiquity, designated service area, regulatory obligations,
etc. OPASTCO agrees with WTA and ITTA that in rural service areas, “the actual
historical/embedded costs of each ETC constitute the most accurate and equitable basis
for calculating its Federal universal service support.”

Another argument of proponents of the identical support rule is that unequal per-
line support would distort market signals and discourage market entry.>” To the contrary,
enabling CETC:s to receive the ILEC’s cost-based per-line support is what is distorting
market signals. As Balhoff & Rowe correctly point out, “RLEC support is based on costs
already incurred; while, absent effective standards, equity analysts treat wireless CETC
support as practically pure margin.”*® This opportunity for an easy windfall encourages
carriers to seek ETC status where they might not have otherwise, unnecessarily bloating
the size of the High-Cost program and creating an environment of unfair and uneconomic
competition.

With regard to market entry, the FCC’s Tenth CMRS Competition Report found
that less densely populated counties (100 persons per square mile or less) have an average

of 3.7 mobile wireless competitors.** This number remains unchanged from the year

prior, despite the fact that the number of mobile wireless competitors in more densely

% Nextel Partners, p. 11; Centennial, p. 5; CTIA, p. 12

®WTA and ITTA, p. 20.

% Sprint Nextel, p. 7; CTIA, p. 11.

% Balhoff & Rowe, p. 36.

* Implementation of Section 6002(b) of the Omnibus Budget Reconciliation Act of 1993; Annual Report
and Analysis of Competitive Market Conditions With Respect to Commercial Mobile Services, WT Docket
No. 05-71, Tenth Report, FCC 05-173 (rel. Sept. 30, 2005), 194.
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populated counties actually declined by seven percent.”> The FCC has concluded, once
again, that CMRS providers are competing effectively in rural areas.** Therefore, basing
CETCs’ support on their own costs will not negatively affect their ability to compete in
rural areas. What it will do is eliminate the perverse incentives that currently exist to
seek ETC status merely to receive windfall support payments.

A couple of commenters complain that CETCs should not be burdened with
having to report their costs in order to qualify for support.** However, there is nothing
inappropriate about requiring an otherwise unregulated carrier that voluntarily applies for
ETC status to document its own costs in order to qualify for funds collected from the
nation’s ratepayers. Responsible stewardship of limited public funding demands such an
approach. Otherwise, it is likely that the support CETCs receive will be more than
“sufficient,” it will be excessive.

In addition, since rural ILECs are required to provide data documenting that they
incur above-average costs in order to qualify for high-cost support, the Commission’s
principle of competitive neutrality dictates that CETCs in rural service areas should also
be required to do so. OPASTCO is certainly supportive of the development of an average
schedule-like option for CETCs, based on the actual costs of similarly situated carriers
using the same technology. This would give CETCs the same options as rural ILECs and
give them the same opportunity to avoid the administrative costs of developing an annual
cost study.

As an alternative to basing support for wireless CETCs on their own actual costs,

there is substantial support in the record for exploring the idea of a separate mechanism

“d.
4., 195.
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for wireless CETCs that supports the buildout of wireless networks in unserved areas and
along unserved roads.*® 1t is telling that a couple of wireless carrier interests oppose this
concept specifically because it would focus on network buildout, rather than on the
“provision and maintenance” of existing facilities.** Clearly, these commenters would
prefer that wireless CETCs be able to continue to use the support they receive to
subsidize the provision of service to existing customers, rather than on the improvement
of “...coverage, signal strength, or capacity that would not occur absent the receipt of
high-cost support,” as the FCC has required.*® As with basing CETCs’ support on their
own actual costs, a separate mechanism that targets support to the buildout of wireless
networks would provide far greater accountability for how the support received by

wireless CETCs is used than presently exists.

“2 Dobson, p. 22; AT&T, p. 5.

“% Balhoff & Rowe, pp. 32-33; TCA, pp. 7-8; TDS, pp. 15-17; FairPoint, pp. 7-8; ACS, pp. 22-23;
CenturyTel, pp. 9-11; RICA, p. 5; Nebraska Companies, pp. 9-11; ATA, p. 6; MoPSC, p. 15; RCA, p. 14;
Maine PUC and Vermont PSB, p. 11; NPSC, p. 6. OPASTCO agrees with those commenters that would
characterize the wireless support as a new “program,” “mechanism,” or “component” within the existing
USF, rather than as a separate “Portability Fund,” as it is referred to in the Universal Service Endpoint
Reform Plan (USERP). This would ensure that the program or mechanism is funded by all USF
contributors and that all existing programs and mechanisms continue to be as well.

“ Dobson, p. 21; CTIA, p. 10.

*® Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, 20 FCC Rcd
6371, 6380, 121 (2005).
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VIlII. CONCLUSION
The record in this proceeding supports a Joint Board recommendation that high-
cost support distributions for all rural ILECs continue to be calculated by the FCC and
based on their study area average embedded costs. In addition, the record supports the
abandonment of the identical support rule in rural service areas and basing CETCs’
support on their own costs. These recommendations would prevent further unnecessary
growth in the rural High-Cost program while enabling the continued achievement of the
universal service objectives of the 1996 Act and the Commission in rural service areas.
Respectfully submitted,
THE ORGANIZATION FOR THE

PROMOTION AND ADVACEMENT OF
SMALL TELECOMMUNICATIONS COMPANIES

By: /s/ Stuart Polikoff
Stuart Polikoff
Director of Government Relations

OPASTCO

21 Dupont Circle NW
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Washington, DC 20036
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